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To the Board of Directors "

. Security Church-Finance; Inc Pl e TR L
3l Houston Texas e M SR T ;
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We have audited the finanéial statements of Security Church Finance, Inc. for the years

-~ended May 31, 2002 and 2001, arid have issued 6ur reporf theréon dated July 9,2002. As ~~

a part of our audlt we assessed the Company’s internal control structure to the extent we
‘considered necessary to plan our audit and d651gn audit tests as requlred by generally
accepted auditing standards. The purpose of our assessment was. to determine the nature, .
timing and extent of the auditing procedures necessary for expressing an opinion on the
1ntemal control structure taken as a whole.

Also, as required by rule 17a-5(g) (1) of the Securities and Exchange Commission, we
have made a study of the practices and procedures followed by Security Church Finance,
Inc. that we considered relevant to the objectives stated in rule 17a-5 (g) (1) in making the
periodic computations of aggregate indebtedness and net capital under Rule-17a-3 (a)
(11). As of May 31, 2002, Security Church Finance, Inc. was operating under the (K) (2)

* (i) exemption of SEC Rule 15¢3-3. Our assessment indicated that the conditions of the
exemption were being complied with as of May 31, 2002, and no facts came to our

attention, which indicated that the exemption had not been complied with during the year:- - - -

ended May 31, 2002.

The management of Security Church Finance, Inc. is responsible for establishirg and - "
maintaining an internal control structure. The Ob_] ectives of the internai control siructure
are to provide reasonable, but not absolute, assurance that financial data are recorded '
processed, summarized, and reported consistent with the assertions embodlefi in Lhe
financial statements. : ; '

Because of the inherent limitations in any internal control structure, eirors or-irrégularities
may nevertheless occurand not be detected. Also, projeciion of any evaluation of the
structure to futurs periods is subjeci to-the risk that policies-or procedures inay become *
inadequate because of changes in conditions.

Our assessment made for the limited purposes described would not necescanly d1sclose
all material weaknesses in the system. Accordingly, we do not express an opinion on the
internal control structure of Security Church Finance, Inc. taken as a whole. However, our
assessment disclosed no condition that we believe to be a material weakness. "~ =~ © i
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To the Board of Directors
Security Church Finance, Inc.
Page 2 '

This report is intended for the use of the Board of Directors, management, others within
the organization, and the Securities and Exchange Commission.

Uit = P

Certified Public Accountants

July 9, 2002
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To the Board of Directors
Security Church Finance, Inc.
Houston, Texas ' ‘

We have audited the financial statements of Security Church Finance, Inc. for the years
ended May 31, 2002 and 2001 in accordance with generally accepted auditing standards,

. and have issued our report thereon dated July 9, 2002. We also have audited the
Computations of Aggregate Indebtedness and Net Capital, and the Statement of Changes

-in Liabilities subordinated to Claims of General Creditors for the year ended May 31,
2002 included in the Focus Report. As of May 31, 2002, Security Church Finance, Inc.
was operating in accordance with the (K) (2) (i) exemption of SEC Rule 15¢3-3, and was
exempt from the Reserve Requirements pursuant to Rule 15¢3-3. These schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion
on these schedules based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Computation of Aggregate Indebtedness and Net Capital, and the Statement
of Changes in Liabilities Subordinated to Claims of General Creditors are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the schedule. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall schedule presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the schedules referred to above present fairly, in all material respects, the .
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) of the

- Securities and Exchange Commiission, and the Statement of Changes in Liabilities
Subordinated to claims of General Creditors for the year ended May 31, 2002.

oty fuich

Certified Public Accountants

July 9, 2002




: SECURITY CHURCH FINANCE
RECONCILIATION OF COMPUTATION OF NET CAPITAL
: UNDER RULE 15¢3-1
MAY 31, 2002

Net capital reported in unaudited focus report - part I A

for the year ended May 31, 2002 | $276,217
Audit adjustment to federal income tax payable (2,446)
Audit adjustment to accrue additional commissions (22,170)
Audit adjustment to correct carrying value of marketable securities 985

Adjusted net capital $252,586
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 INDEPENDENT AUDITORS’ REPORT

“To the Board df:D'i'réc‘tbrs‘ | -
Security Church Finance, Inc. -
Houston, Texas

We have audited the balance sheets of Security Church Finance, Inc. as of May 31, 2002
and 2001 and the related statements of income, stockholders’ equity and cash flows for -
the years then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements
based on our audits. - : -

We conducted our audits in accordance with generally accepted auditing standards.

“Those standards réquire that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion. ' :

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Security Church Finance, Inc. as of May 31,2002 and
2001, and the results of its operations and its cash flows for the years then ended in
conformity with generally accepted accounting principles.

Certified Public Accountants

July 9, 2002




SECURITY CHURCH FINANCE INC
“BALANCE SHEETS.
M_AY 31, 2002 AND 2001

. ASSETS

CURRENT ASSETS:
Cash and cash equivalents

Accounts receivable (allowance for doubtful accounts

not considered necessary)
“Advances to officers and agents
Prepaid expenses
Federal income taxes recelvable
Deferred federal income taxes

TOTAL CURRENT ASSETS |
PROPERTY AND EQUIPMENT

Office furniture, fixtures and equipment -
Less accumulated depreciation

TOTAL PROPERTY AND EQUIPMENT

OTHER ASSETS: B
Cash surrender value of officers' life insurance
Marketable securities
Other assets

TOTAL OTHER ASSETS

TOTAL ASSETS

See accompanying Auditors’ Repoi't and
Notes to Financial Statements

2

2002

2000

8185593 $125540
35786 101,785
108,872 114,526
4,655 4,946

L 1,300

5,686 15,346
340,592 363,443
175,848 164,642
(150,913) (142,201)
24,935 - 22441
138,790 - 129,306

2315 3,345
2711 2711
143,816 135,362
$509,343 $521,246




LIABILITIES AND STOCKHOLDERS' EQUITY -

'CURRENT LIABILITIES:
* Tradé accounts payable =
Accrued expenses and other liabilities
Federal income taxes

TOTAL CURRENT LIABILITIES

LIABILITIES SUBORDINATED TO CLAIMS OF
GENERAL CREDITORS

CONTINGENCIES (Note G) -
TOTAL LIABILITIES

STOCKHOLDERS' EQUITY: .

Preferred stock series A, 10% cumulative, $50 par and
liquidation value, 2,000 shares authorized, issued and
outstanding

" Common stock, $50 par value, 1,000 shares authorized,
400 shares outstanding

Paid-in capital

Retained earnings

Accumulated other comprehensive income (loss)

Less treasury stock, 240 shares, at cost
TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY '

2002

2001

$7,978 36,663
79,478 59,091
2,446 i
89902 65,754

- 100,000
89,902 165,754
$100,000 $100,000

20,000 20,000
12,500 2,500

348,330 283,506
(1,389) (514)

469,441 405,492
50,000 50,000

419,441 355,492

$509,343 $521,246




| SECURITY CHURCHFINANCE,INC.
- INCOME STATEMENTS

FOR THE YEARS ENDED MAY 31, 2002 AND 2001

S EVENUES:
Program fees
Brokerage commi ssions
Flscal agent and service fees

EXPENSES:
Commissions |
Salaries and benefits
Advertising, postage and printing
Rent, telephone, utilities, maintenance and supplies
General insurance, taxes and licenses
Travel and entertainment o
Professional fees, dues and subscriptions
Depreciation
Other

OPERATING INCOME
OTHER INCOME (EXPENSE):

Interest and other income
Lawsuit settlement

INCOME (LOSS) BEFORE FEDERAL INCOME TAX

FEDERAL INCOME TAX EXPENSE (BENEFIT):
Current
Deferred benefit

NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME NET OF TAX:
Unrealized gain (loss) on marketable equity securities

COMPREHENSIVE INCOME (LOSS)

Co2001 .

; 2002f5.'

5980677 3877602
712,684 538159 .
246,761 252661
1,940,122 1,668,512
826,692 684,808
675,046 589,542
110772 121,074

95290 114,083
43427 54,605
39,006 78,907
43,909 48.356
8.712 11,159
1,700 1,633
1844554 1,654,167 .
95.568 13,345
6,246 58,347
(5,430) (100,000)
816 (@1,653)
06,384 (27.308)
3,745 o
9815 (9,588)
13,560 (9,588) -
$82,824 - $(17,720)
(876) (514)
$81,948 $(18,234)

See accompanying Auditors' Report and

Notes to Financial Statements

3




" SECURITY CHURCHFINANCE =
. STATEMENTS OF STOCKHOLDERS EQUITY = .
" FOR THE YEARS ENDED MAY 31,2002 AND 2001

2002 e :i L '-20"01 :

Préferred stock: | o | | N
‘Balance at beginning of year S $100,000 - : .. $100,000
Balance at endofyeer . - $100,000 . 8100000
“ommon stock , - S . , , . e
Balance at begmnmg of year : Ny $20,000 S . $20,000 -
Ba]ance at end of year - ‘ | v v $20,000 ' . $20,000 |
Paid-i -in capital: o , : _ : S
Balance at begmnmg of year o ' _ $2,500 , . $2,500
‘Balance at end of year . $2,50 $2,500
_-i.etained earnings: _ ‘ : : ,
Balance at beginning of year ' o $283,506 : _ $311,226
iDividends paid on preferred stock (18,000) o _ (10,000) o
‘Net income (loss) - 82,824 $82,824 (17,720) $(17,720)
‘Balance at end of year : $348,330 : . $283,506
Accumulated other comprehensive income:
Balance at beginning of year, all unrealized .
~ gain on marketable equity securities : $(514) ‘ $4,729
Unrealized holding gains during the period o (875) $(875) 5,058
Reclassification adjustment for gains included ’ : v .
‘' in net income _ - - . (10,301 (519
‘Comprehensive income (loss) C $81,949 $(18,234)
* ‘Balance at end of year, all unrealized gain (loss) _ : ‘
; on marketable equity securities $(1,389) $(514)
“reasury stock: , : »
-.Balance at beginning of year ' $50,000 - $50,000
- Balance at end of year ’ $50,000 ~ $50,000 -

See accompanying Auditors' Report and -
Notes to Financial Statements
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. SECURITY CHURCH FINANCE
 STATEMENTS OF CASHFLOWS -
' FOR THE YEARS ENDED MAY 31, 2002 AND 2001 -

2000

v o ' ‘ o - 2002
CASH FLOWS FROM OPERATING ACTIVITIES: o T
Net income (loss) o ‘ | $82,824 . 8(17,720) - -
Adjustments to reconcile net income to net cash 2 B
provided by operating activities: o S
Gain on disposition of life insurance policies S - (29444) -
Gain on sale of investment securities - (10,301) -
Depreciation ' 8,712 11,159 © .
Deferred income taxes 9,815 (9,588)
Increase in cash value of life insurance (9,484) (9,302)
Changes in assets and liabilities: | . T
Accounts receivable 65,999 (49,867)
Prepaid expenses 291 208 -
Prepaid federal income taxes 1,300 .-
Trade accounts payable 1,315 2,488
Accrued expenses and othér liabilities (79,613) 105,865
Federal income tax payable 2,446 -
Total adjustments 781 11,218 -
Net cash provided (used) by operating activities 83,605 (6,502)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of fixed assets (11,206) (7,317)
Proceeds from life insurance policies - 132,904
Proceeds from sale of investment securities - 7,150
(Advances) repayments to/from officers and agents 5,654 (34,111) “
Net cash provided (used) by investing activities’ | - (5,552) 98,626
CASH FLOWS FROM FINANCING ACTIVITIES: o
Dividends paid (18,000) (10,000) -
 Net cash used by financing activities (18,000) (10,000)
NET INCREASE (DECREASE) IN CASH AND '
EQUIVALENTS 60,053 82,124
CASH AND EQUIVALENTS, BEGINNING
OF YEAR 125,540 43,416
CASH AND EQUIVALENTS, END OF YEAR $185,593 $125,540

See accompanying Auditors' Report and
Notes to Financial Statements
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SECURITY CHURCH FINANCE, INC..
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED MAY 31, 2002 AND 2001

Summary of Significant Accounting Policies

The Company was organized in 1962 to serve churches throughout the _Um'téd
States as a licensed broker/dealer and as an agent in the preparation of mortgage
bond issues. '

Revenue Recognition

Program fees for providing professional and technical services in preparing bond
issues are recognized when the prospectus is complete and the program is .
underway. Typically, a church makes a down payment at the start of a program,
which is recognized as revenue when received. The remaining fees are generally
collected from bond proceeds held in a third party escrow account when all
escrow requirements are met. '

Property and Equipment

Property and equipment are recorded at cost. Depreciation is provided over an
estimated useful life of five years using the straight-line method.

Marketable Securities

The Company adopted the provisions of Statement of Financial Accounting
Standards No. 115, “Accounting for Certain Investments in Debt and Equity
Securities,” during the year ended May 31, 1995. Marketable securities are carried
at their aggregate market value with unrealized gain or loss reflected as a separate
component of stockholders’ equity.

Federal Income Taxes

The reported amount of federal income taxes differs from the amount computed
by applying the U.S. Federal income tax rates because of certain nondeductible
expenses, primarily life insurance premiums, and non-taxable life insurance
proceeds. )

Deferred federal income taxes are due to temporary differences between financial
and taxable income resulting primarily from the use of the cash basis of
accounting and accelerated depreciation methods for tax reporting.




SECURITY CHURCH FINANCE, INC.
- NOTES TO FINANCIAL STATEMENTS _
FOR THE YEARS ENDED MAY 31, 2002 AND 2001

Summary of Significant Accounting Policies (continued) -

Federal Income Taxes (continued)

Provisions for income taxes are based on amounts reported in the statements of
income and include deferred taxes on temporary differences in the recognition of
income and expense for tax and financial statement purposes. Deferred taxes are .
computed on the liability method as prescrlbed in SFAS No. 109, “Accounting for -
Income Taxes.”

Statements of Cash Flows

The Company considers all highly liquid investments with an original maturity of -
three months or less to be a cash equivalent. .

No payments of income tax or interest were made during either of the years
presented.

Reclassification

Certain reclassifications have been made to prior year’s balances to conform with
the current year’s presentation.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Stockholders’ Equity

Preferred shareéholders are entitled to receive preferential and cumulative quarterly
dividends at an annual rate of $5.00 per share. Redemption of preferred stock is at
the option of the Company at a price of $50.00 per share. Upon voluntary or
involuntary liquidation of the Company, the preferred shares have a liquidation
preference of $50.00 per share.




SECURITY CHURCH FINANCE, INC.
~ NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED MAY 31, 2002 AND 2001

Related Pa_lﬂ Transactlon _

- The Company leases its administrative offices from an entity owned by the .
shareholders of the Company. The Company also leases automobiles from an
entity owned by the shareholders of the Company. The operating leases are
cancelable contracts on a month-to-month basis. Lease expense incurred with
these related parties totaled $55,070 and $60,588 for the years ended May 31,
2002 and 2001, respectively.

Twenty-five pe'rc':ent of the outstanding preferred stock of the Company is owned
by a trust company that shares some common ownership and management with

that of the Company. The Company operates primarily out of offices shared with

the trust company. Shared expenses include management and occupancy costs.
The Company received $147,777 and $143,926 from the trust company for
reimbursement of overhead and expenses during the years ended May 31, 2002
and 2001, respectively.

Employee Benefits

The Company has adopted a simple IRA plan, which covers substantially all
employees of the Company. Total expense recognized under the plan during the
years ended May 31, 2002 and 2001 was $18,750 and $18,068, respectively.

Ernployees of the Company also participate in a noncontributory profit sharing
plan covering substantially all employees. The Company made no contnbutlons to

the plan during the years presented.

Cash and cash equivalents

Cash and cash equivalents include $146,211 invested in a mutual fund that invests
primarily in U.S. government securities. This mutual fund is not covered by FDIC
insurance. Other cash balances as of May 31, 2002 exceeded FDIC insurance
coverage by $26,939.




' SECURITY CHURCH FINANCE, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED MAY 31, 2002 AND 2001

Federal income tax

At May 31, 2001, deferred tax liabilities recognized for taxable temporary
differences total $1,612. Deferred tax assets recogmzed for deductlble temporary
differences total $7, 298

Contmgencws

During the current year the Company settled a lawsuit resulting from the actions
- of a former sales representative for a payment of $105,430. Of this amount,
$100,000 was accrued at May 31, 2001 and the balance was charged to current
operations.




